This study aims to explore whether Saudi listed companies are using performance measures to evaluate their internal audit function and, if they are, what performance measures they use to evaluate internal audit function and the identity of the important measures from the perspective of internal auditors. A questionnaire was designed and distributed to internal auditors in Saudi listed companies. The results show that Saudi listed companies are using both quantitative and quantitative performance measures to assess the internal audit function performance. Also, we find that internal auditors rank quantitative measures as important while qualitative measures are ranked as unimportant. The current study contributes to the existing literature by identifying key performance measures for the internal audit function in an emerging market, and provides valuable information about how to measure internal auditing performance. Also, this study is considered as the first one in Saudi market that identify such variable.
Introduction
Internal audit function objectives are now broader than ever; they have grown to cover risk management and corporate governance, in addition to the usual financial and operational aspects in the organizations (Spira and Page, 2003: Arena & Azzone, 2009 ). This evolution of internal audit objectives and the related growth of its function require more effort in managing the internal auditing function. Bota and Palfi (2009) argue that despite the fact that internal audit is an integral part of the control framework of an organization; it is obvious that this function also must have its own controls to track whether its performance is consistent with its role and objectives.
Such controls over internal auditing must be linked to the organization objectives and strategy. Seminogovas and Rupsys (2006) presented the internal audit function as a mechanism that helps formulate organization strategy and achieve its goals. The internal audit function is assuming such an important role of organizational governance that it now stands as the most important mechanism for ensuring adequate and effective organizational governance (Ruud, 2003) . Internal audit also can add value by helping organizations achieve economy, efficiency and effectiveness (Al-Twaijry, et, al., 2003) and can influence what is reported in a company's external financial statements (Prawitt, et.al., 2009) . Haat et al. (2008) found that corporate governance factors have strong predictive powers of company performance and that one of these factors is internal auditing and that internal auditing's role in organizational goal achievement has been widely presented in the literature (Yee, et al., 2008; Mehrit, et al., 2010) .
The importance of the internal auditing objectives and functions, especially with regards to controlling and managing the internal audit function emphases the need for a solid framework to assess and measure its performance in order to keep it working effectively. Rupsys and Boguslauskas (2007) found that the measurement of internal auditing performance is an important process not only from the perspective of internal auditors but also from that of its various stakeholders, and that though properly utilized performance measures is it able to communicate the value of the audit function to management (Vondra & Schueler, 1993) . Also, (IIA, 2009, A) stated that the chief audit executive must develop and maintain a quality assurance and improvement program that covers all aspects of internal audit activity, and that this program should also assess the efficiency and effectiveness of internal audit activity.
The above mentioned role for internal auditing and its importance makes it a sensitive function that should be measured in order to evaluate its effectiveness and its added value to the organization. Due to the lack of research in this area, we seek to identify key performance measures that can enhance the evaluation process. The research questions in this paper are as follows: (1) Do Saudi listed companies use performance measures to evaluate internal audit function performance? (2) If so, what are the performance measures used? (3) What are the most important measures that can be used to evaluate the effectiveness of the internal audit function? These questions are asked so that we can identify the key performance measures that can measure internal audit function performance, with respect to both quantitative and qualitative performance measures of internal auditing.
On one hand, this paper derives significance from the importance of the internal audit function and its sensitive role in the modern organizations; it's an integral part of corporate governance and risk management in addition to its important role in the financial statement reporting and operational perspectives. On the other hand, Saudi listed companies are regarded as important players in the Saudi economy which is considered the largest economy in the Middle East region. The characteristics of the Saudi economy, as an emerging economy in a developing country, contribute to the current study through exploring the reality of measuring internal audit performance in such an environment. Most of the previous studies have examined the internal audit function in developed countries, while developing countries received less attention Al-Twaijry, et al. (2004) . Therefore, it is very important to help Saudi listed companies that work in an emerging economy to address the key performance measures for the internal audit function. These measures will be a guide to achieve and sustain this strategic function's objectives and effectiveness especially when considering the Al-Twaijry, et al. (2004) study that found that the internal audit function in many Saudi companies lacked professionalism and independence from management (which adversely affected its work). The results of the current study will help Saudi listed companies to select the most relevant and best performance measures to evaluate the internal audit function.
Specifically, this paper aims to explore the reality of measuring internal audit performance in certain Saudi listed companies by studying whether Saudi listed companies are using performance measures to evaluate their internal audit function. If these companies are using performance measures, the performance measures used to evaluate internal audit function and the importance of measures from the perspective of internal auditors is identified. Moreover, it aims to study the importance of these measures by using quantitative and qualitative performance measures of internal auditing. Also, this study identifies key performance measures for the internal audit function to help Saudi listed companies to assess and evaluate the effectiveness of their internal audit departments.
Literature Review
Measuring internal audit function performance hasn't captured much attention from researchers; this area is still awaiting more efforts to construct a framework that enables management to assess and evaluate internal audit activities. Rupsys (2007) stated that measuring the performance of internal audit function is a quite complex and difficult task for practical implementation. Prior literature has attempted to highlight the mechanisms of assessing internal audit performance and the research on identifying factors affecting internal auditors work. Schneider (2010) pointed out that audit committees are responsible for assessing internal auditing performance. That study analyzed these assessments and found some deficiencies in the audit committee's role in this area. The results indicated that having the audit committee review the internal audit function is not usually required by the committee's charter and is not sufficient to measure internal auditing performance. Zain, et al. (2006) examined the relation between characteristics of the audit committee, internal audit function and internal auditors' assessment of their contribution to financial statement audits in Malaysia. They found that internal auditors' contribution to the financial statements is affected by many factors related to the audit committee and internal audit function characteristics. Also, they found a positive relationship between extent of audit committee review of internal audit programs and the internal audit contribution to the financial statement audits. These results indicate that assessing the internal audit performance by audit committee reviews will increase internal audit effectiveness. Davies (2009) also confirms these results; he argues that audit committees have an important role to play in assessing the performance of the internal audit function and that, if this role is played, to the internal audit function will be more effective. Arena and Azzone (2009) attempted to understand the organizational drivers of internal audit effectiveness. Their results indicated that internal audit effectiveness is influenced by many factors such as the characteristics of the internal audit team, the audit processes and activities, and the organizational links. They also provide examples of some indicators that affect internal audit effectiveness such as the ratio between the number of internal www.ccsenet.org/ibr International Business Research Vol. 7, No. 7; auditors and employees, audit committee involvement in the activities of the internal auditors and the adoption of control risk self-assessment techniques. Mihret and Yismaw (2007) identified factors impacting internal audit effectiveness in the Ethiopian public sector. The study found that internal audit effectiveness is strongly influenced by internal audit quality and management support, whereas organizational setting and auditee attributes do not have a strong impact on audit effectiveness.
Other literature on the area of evaluating internal auditing performance explored the evaluation of internal auditing by external auditors and their coordination. Al-Twaijry et al. (2004) examined the relationship between the internal and external audit functions in the Saudi Arabian corporate sector. Their results revealed that external auditors expressed concern about the independence, scope of work, and small size of many internal audit departments. External auditors suggested that the objectivity, competence and work experience of internal auditors were important factors affecting the decision to rely on the work of internal auditors. Desai, et al. (2009) developed an internal auditing assessment model that considers interrelationships among specific factors used by external auditors to evaluate the strength of the internal auditing function based on three factors: competence, work performance, and objectivity. The study also identified specific elements used in the current study to evaluate each factor. The study concluded that when three factors have a strong or a perfect relationship, the strength of the internal audit function remains high even if there is positive or negative evidence about one of the factors. Also, Desai and Desai (2010) assert that the model developed by Desai et al. (2009) is an important step towards developing a decision aid for external auditors for evaluating the internal audit function. They argue that the three factors of their model can be used to evaluate the internal audit function and must be considered together in order to determine whether the internal auditing function operates well. The results of a recent study by Anderson et al. (2012) reveal that the internal audit function size is inversely associated with the percentage of internal audit employees that are Certified Internal Auditors and the extent of assurance and compliance activities outsourced to outsiders. The role of these two factors decreases the amount of work performed by the internal auditors and is an indicator of performance.
The above mentioned studies involved studying and identifying factors that affect internal auditing function in order to improve the effectiveness and quality of internal audit function. They identified various factors or characteristics that can improve the performance of internal audit function. Although they provide a framework to establish performance measures for internal auditing function, only a few studies formulate an integral framework that can be used inside the organizations to measure internal auditing performance and to evaluate this activity. Bota and Palfi (2009) Seminogovas and Rupsys (2006) produced a comprehensive model to measure internal audit performance using the balanced scorecard framework, taking into consideration the linkage between internal audit and mission, goals, and strategy of the organization. Their framework for measuring internal auditing performance consists of four perspective encompassing innovation, competence and capabilities; auditing process; audit clients; and value and status of internal audit. These four perspectives must include short and long term performance measures, internal and external performance measures, leading and lagging indicators, and objective and subjective measures. The study argues that such a model will enable the internal audit function to play a significant role in achieving the organizational goals and strategy.
Rupsys and Boguslauskas (2007) provided empirical evidence on measuring internal auditing performance. They argue for the need to measure internal auditing performance using nontraditional measures that expand the current focus on efficiency and effectiveness. Also, they addressed the lack of evidence for a strong and complete framework for measuring internal audit performance. Their results highlighted the importance of measuring internal audit performance and presented the Input, Process, and Output model as an effective mechanism to measure internal audit performance.
The study of the Austin Chapter Research Committee (2009) captured a snapshot of how internal audit practitioners use performance measures; the results showed that the use of performance measures is still not universal for the internal audit function. Also, the most commonly used performance measures are related to audit quality, while very few financial efficiency measures are being used and almost no impact measures are to be found. Moreover, small internal audit departments are less likely to use performance measures than are larger ones. The study provided numerous examples about different types of performance measures that can be used to measure internal audit performance.
Measuring internal audit performance is still not grounded in a strong framework or model; there is no evidence www.ccsenet.org/ibr
International Business Research Vol. 7, No. 7; that measures proposed by prior research can deliver the expected added value for internal audit function, especially in the emerging economics. This is supported by the results of Bin Kasim and Hanafi (2012) which indicate that most of the existing instruments measuring internal audit quality suffer major weaknesses that limit their value.
Hypotheses
The first hypothesis of this study is explores the reality of using performance measures to measure internal audit function performance in the Saudi listed companies. Some studies, e.g., Austin (2009) found that almost 30% of the respondents don't have an established performance measures in their organizations. Thus, the first hypothesis of this study of this study explores the reality of measuring internal audit performance in the Saudi context: H1: Saudi listed companies don't use performance measures to evaluate their internal audit function performance.
The main purpose of the Bota and Palfi (2009) study was to identify the most significant types of methods used in determining the performance of internal auditors. The study presents quantitative and qualitative methods for measuring internal audit function performance. Also, it provides evidence on using measurement tools like the balanced scorecard. They conclude that the choice of method depends on the management's belief of what method will best reflect internal audit's relevancy and efficiency and especially the strategic role of the internal audit function.
While the first hypothesis identifies the reality of using performance measures in general, the second and third hypothesis identifies the reality of using performance measures with regard to both quantitative and qualitative measures. Bota and Palfi (2009) Although these three hypotheses examine whether Saudi listed companies are using performance measures in evaluating the internal audit function performance with respect to both quantitative and qualitative measures, we need to know the importance of the measures with respect to improving the quality of measuring the internal audit function performance. Hypothesis four and five are formulated to produce this evidence:
H4: Quantitative performance measures are not important in evaluating the internal audit function performance in Saudi listed companies.
H5:
Qualitative performance measures are not important in evaluating the internal audit function performance in Saudi listed companies.
This study extends the contributions of the literature by exploring the reality of measuring internal audit performance in Saudi listed companies; it also investigates the importance of measures that can be used in this sector to evaluate internal audit performance. By investigating the present situation of measuring the performance of internal audit function, the current study provides valuable data for both regulators and top management in Saudi organizations. Also, the results of the current study will be very useful in identifying important measures that can be used to assess the performance of the internal audit function, which in turn provides a mechanism by which the quality of this critical function can be improved.
Sample
Measuring internal audit performance in the Saudi listed companies will be explored through this study, the process of measuring internal audit performance is not assigned for one person or one party in the firm. Schneider (2010) stated that evaluation of internal audit function is one of the audit committee responsibilities and can be done using both external or internal sources. Desai and Desai (2010) and Krishnamoorthy (2002) focused their papers on external auditor assessment of the internal audit performance. Also, IIA (2009, A) pointed to standard number 1300 that the chief audit executive must develop and maintain a quality assurance and improvement program which includes an evaluation of internal audit performance. The number of parties whose are responsible for measuring internal audit performance leads us to focus on the internal auditors as a www.ccsenet.org/ibr
International Business Research Vol. 7, No. 7; source of the data rather than looking to others as the source of the data questionnaire. Therefore, the study sample consists of all chief internal auditors and internal auditors in Saudi listed companies (the total number of those auditors is not available in the published data). Therefore, the questionnaire was distributed to the internal auditing department in each listed company, and they were asked to allow each working auditor to answer it. In Saudi Arabia, 160 companies are listed in on the Saudi Stock Exchange (TADAWUL, 2013).
In this case, the results of the current study demonstrate the view point of the internal auditors which, in turn, resulted in exploring the measures used to evaluate the performance of the internal audit function. The internal auditors were to answer the questions based on their belief as to how their work is evaluated.
Data Collection
In order to collect the data needed for this study, a questionnaire was designed to contain questions about the internal auditing performance measures used in the Saudi listed companies. Moreover, it asks the study participants about the use of internal audit function performance measures and the most important measures that Saudi listed companies use to evaluate their internal audit function. This information is captured through the use of closed ended questions. The questionnaire is divided into two parts, the first questions ask if the companies are using defined measures; the answers for the questions in this parts were 1and zero (1 if the company is using the defined performance measure and zero otherwise). The second part contains questions about the importance of these measures from the view point of the internal auditors in the Saudi listed companies.
A five-point Likert scale (where 1 = least important and 5 = most important) was used to help determine the importance of each measure listed in the second part of the questionnaire. The researchers rely on literature and professional publications in this field to identify the common preferred measures in evaluating internal auditing performance with respect to both quantitative and qualitative measures, (Bota and Palfi, 2009; Austin Chapter Research Committee, 2009; IIA, 2009, B) . Also, through the two parts, the researchers used both quantitative and qualitative measures to explain the current status in the Saudi listed companies.
The questionnaire was distributed to all listed companies that agreed to participate in this study (98 companies). Most of companies that refused to complete the questionnaire used confidentiality as the reason for not participating. The researchers collected 134 questionnaires. Most of companies completed only one questionnaire (by the internal auditing manager), while a few of them completed more than one.
Analysis and Results
Questionnaire Based on the data collected from 134 questionnaires, the descriptive statistics that are presented in table 1 show that Saudi listed companies are using defined performance measures. In general, the mean of responses for questions that ask about using internal audit performance measures is 0.49 with a standard deviation 0.17; this indicates that Saudi listed companies are using performance measures to assess the performance of the internal audit function. At the same time, table 1 illustrates that the mean of responses for questions that ask about the quantitative performance measures is higher (reach 0.57 with the same standard deviation 0.17), while the mean of the responses for questions that ask about using qualitative performance measures is lower than the previous two means (0.37 with higher standard deviation 0.26).
These results for the descriptive statistics indicate that Saudi listed companies are using performance measures to evaluate the performance of its internal audit function. At the same time, it shows that quantitative performance measures are used more often than are qualitative performance measures. These statistics indicate that Saudi listed companies use performance measures to assess the performance of internal audit function. The importance of these measures is described in table 3 which provides insight as to how internal auditors use the measures. In table 3, we note that internal auditors perceive that use of the defined performance measures is important. Their answers were collected based on Likert scale (where 1 = least important and 5 = most important). The mean for their answers to all measures is 3.35 (above the test value 3) with a smooth standard deviation 0.51. But after dividing these measures into quantitative and qualitative, we see that the mean for the answers involving quantitative measures is higher than the mean for qualitative answers (3.48 and 3.10, respectively), with standard deviations (0.37 and 0.99, respectively), which indicate that internal auditors in Saudi listed companies consider quantitative performance measures more important than qualitative measures.
To have a deeper clarification, additional descriptive statistics for the importance of the defined performance measures are presented in table 4. The mean number indicates the level of importance of each measure. It is clear that internal auditors agree that percent of completion against audit plan is the most important quantitative measure while number of meetings with the CEO is the lowest important one. At the same time, respondents indicate that stakeholders' feedback is the most important qualitative measure, while questions asked after performing audit tasks is the least important one. Table 4 presents data on what measures internal auditors think companies will use to assess their performance. These data can be used by organizations to build their assessment systems. To examine the hypotheses, the one-sample t test is used based on a specific test value for each hypothesis. The first hypothesis tests whether Saudi listed companies are using performance measures to assess the performance of internal audit function. Table 4 presents the statistics for the one-sample t test used to test this hypothesis. Clearly, Saudi listed companies are using defined measures in assessing the performance of internal audit function; the t-value is 33.05 at 0.00 sig. level, which leads to the rejection of the first null hypothesis. Such a result can be explained through the higher subjectivity of the evaluating person when using qualitative performance measures compared to the quantitative measures, especially when considering that this study is of an emerging market like the Saudi market. Also, the weakness in using peer review tests and external reviewers as shown in table 2 clarifies this result and supports the reasoning that internal auditors don't consider qualitative measures as important as quantitative ones due to the subjectivity of these matters. Also, these results are consistent with Bota and Palfi (2009) who explained the difference between quantitative and qualitative performance measures and how can they be used by organizations.
Discussion and Conclusion
The internal audit function is becoming more important due to its role in modern organizations as a strategic tool that is linked to the organizational objectives. This importance increases the need to have a solid framework to assess and measure its performance in order to maintain the effectiveness of the work that internal auditors perform. Previous literature hasn't adequately devoted enough attention to this area and this inadequacy reflects the need to explore how organizations are assessing the performance of the internal audit function. The current study aims to explore the performance measures that are used to evaluate the internal audit function in Saudi listed companies, and to identify the important measures with respect to both quantitative and qualitative performance measures. The current study contributes to the literature by exploring the reality of measuring internal audit performance and the importance of the internal audit function. Also, the results of the current study are very useful in addressing and identifying the important measures that can be used to assess the performance of the internal audit function especially in an emerging and fast growing economy like the Saudi Arabia market. A questionnaire was developed based on relevant literature and professional publications and distributed to internal auditors in Saudi listed companies. The results of the statistical analysis reveal that Saudi listed companies are using both quantitative and qualitative performance measures. Also, internal auditors are considering quantitative measures more important than qualitative measures. At the same time, we find that internal auditors agree that percent of completion against audit plan is the most important quantitative measure while number of meetings with the CEO is the least important one. At the same time, respondents believe that stakeholders' feedback is the most important qualitative measure, while s asking questions after performing audit tasks is the least important one. The results of the current study can be explained by reference to the large size of the Saudi market and its strong regulators, while at the same time, subjectivity in the qualitative performance measures may be the reason behind the internal auditors' lower opinion about the importance of these measures. An additional investigation on the factors that affect the performance of internal audit function, and how companies are implementing the performance measures is important, especially in emerging economies like Saudi.
